by ANNE N. PROBST

Consumption Expenditures in Recovery Phase

CDNEUM:PTIDN expenditures have
moved up since early this yeor, and as
puinted out in the opening business
gumnATY a¥s now an important factor
in current trends. The deeling from
ihe late 1060 peok was moderate, and
tha 3 parcent rise frem the first guarter
1961 low brought third quarter outlnys
$o o new high., Early indications for
the final quartor suppast a firther gain,
paced by a vebound in aute purchasing
from the ralatively low summer volume.
There has baesn considarsbla varistion
of demand in pariicular lines of busi-
nesa, and durable goods sales hove on
the whole besn Iow relntive to the
current level of ineome,

Consumer purchasing over the cycla

It iz the purpsse of this nriicle to
cindyze the current tendencies ond the
longer-term siructurnl ehanges in cons
gtinat purchaging of poods and services.
The ¢hart oleorly shows that fvetna-
tions in total consumer spanding heve
been of limited amplituda around =
growth tendency, though the durable
froods segment shows o moeh more
gengitive patiern than the other iwo
major segments. This volatility in
total consumption is one of the major
choracteristics of its cyclical pattern,
and itg declining relntive size in recent
yewra ia on importent factor in the
longer-tun patiern,

Chitlays for durable gooda have not
heen showing the buoyency of the
earlier postwnr pericd. Unsolisfiad
demand for dursbles remnnining aféer
World War IT nnd the effects of the
Korean hostilitles no doubt had a lifting
offact on thess purchoses, although the
prclicnl swings have besn pronounced
in guch of the pestwar recessions, In
thess aume years consumer expenditures
for wondureble goods continued up-

ward, although ot & somawhat less
ropid phce thon in the sarlisr period.
The high growth rate of outlays for
parvices hos been mainteined but, as
xmay bo seen from the chort, the propor-
tion of consumer axpenditures for sorv-
ices is now back to tha 1929 praportion
of 4G percent, after two decndes of war
and reconstruction distortions during
whick it hna besn much lower,

Buying and ncome

Ezamination of the relationships of
tha ralativa changes in consumption ex-
penditures and its major components to
dispesable persenal income in the post.
war period suggests thni changes in
dispozable personel income acepunt for
nearly all the warviation in total eon-
gumer purchases of goods and services,
Indeed, the relotionship ie one of dirset
proportionality—i.c., on the averags for
tha poatsrar period each 1 parcentchange
in ineomp hns besn negeocinted with a 1
peroont change in expenditures. The
relntionzhip 18 quite stable, with only
miner deviationa during eyelical turns,
elthouph wider Avetnations eecorrod
during the Karean hostilitios,

Nondurahle goods demand hes shown
a high dagres of constaney in its rela-
tionship to income in the period sinee
Korna, The slope suggested by this
relationship is 0.75, with thosa for food
and clothing somewlint lower, and those
for other mujor nondwrable poods
slightly higher.

Fluctuations around & logarithmic
Tegression covering the postwar period
are appreciable in the cose of durable
goods pwrchasing. Substantisl devio-
fions ave sppacsnt in cyclical periods
wnd in response to Korean developments
and the special factors io the 1255 nuto-
motile market. The slope [or the
1943-61 period a2 a whole is shghtly

under one; the instahility of the relo-
ticnship is puch, bowever, that the
svarage is not dypicol of sny particular
set of Feurs in the postwur period,
The slopa hos bean well below unity in
mora recent years, with the flattening
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noticenble in both autos and the furni-
ture-nppliance group.

Outloys for serviecsa do not respond
much to eyclieal infusnces nnd relntiona
to incomes are highly unsatisfactory
ginca the correletions reslly are with
trends—the averaga growth rate hos
besn 7 poreent par yoeur.

Evalustlon of current position

The ¢ourse of consumption expendi-
tures 5o far io 1961 bas pot bean too far
out of line with their nvarage relation-
phip to nfter-tax jncoms, considering
the cyclical as well as the trend posi-

Table 1.—Beharlor of Consumptinn Exs
pendittres During Poatwar ienl Turna
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tiem, This ia slso &us of nondurakls
goods spending as n whole, and for food
ond clothing; gasoline and oil sutlays
appear somewbat low. Durable goods
are somewhat below their wverage
postwar relationship with ineoms, while
getvines ave hipher s would be expested
from the low position from which they
roze during the postwar period.

The deficiency in dwable goode
purchoses, os noted earlier, s attribut-
phble to both ke nutomobile and parts
sod the lurpiture-applinnce gzroups.
While the downward devintion in these
durebles is typical for enrly sleges of
oyclical recoveries, the devintions in
1955 and 1981 were subetantially larger
thaz in 1849 and 1954,

Qutlsya for furniture end equipment

SURVEY OF CURRENT BUSINESH

have tended to follow residential con-
struction aetivity, generally with a
ghort Ing. The latier seriea poplted in
mid-1259, and the former in the finnl
gquarter of that year. Both types of
demand fell through the first quarter
of 1361, The subsequent rise in furni-
tare and equipment purchases has
been relatively less than in housing
inveatment,

Consumers' demend for servicea in
recent years of “eatching uwp" bas basn
relafively stronger theo the demand
for goode. Growth has not marely
been confined to those conswnption
items which are classified as services,
Awong poods, growth has been above
average for processed foods, new types
of fabrics, and other itéms which econ-
omize oo such bousechold serviees as
coolang and laundering,

The recovery of the sarvice compu-
nant of personal eonsumption sxpendi-
ture—from tha abnormally iow war-end
position—is measured on tha charts.
From 18E through 1960 dollar ax-
penditures for sorvices wears up 133
percent aompared to 95 pavcent for
durables and 54 percsnt for nondurn-
bles; tha rise in disposabla personal
income was 86 parcant.

Paré of the explonstion for this is
tho more rapid price advance for serv-
ices in tha postwar period, aboul twice
as much as the vise in prices of either
durable or nonduesble pooda, Here
again, one must keep in mind the in-
fluence of price controls, their relative
incidence, and the different time peri
ods over which they were liféed. Thus,
thig reprosents in soine measurs g enbehs
ing up of service prices from the war
restraings, After adjusting to constont
dollara, the expansion of servics expend-
itures from 1948 to 1860 while sub-
stantinlly in excess of nandurabls gonds,
wis 1ot quite 8o largs os the growth in
durable goode purchesing from its sl
gboormally low level in 1948,

Toble 2 presenis thesa changes in
consumptlion sid compares them with
the prewar period. In addition, the
period 1453 to 1960 is shown to avoeid
the disitortions of the early postwur
yeors. Again the greater rise in service
pricea was present—iwice as much as
the increase in goods prices—bué even
after adjustmeni for price chenges,
service expenditures advanced balf
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pgain as mueh as sither durables or
nondyrables.

Allacation of consumar dollar

The result of this differential move-
ment in consumplion expenditures for
the vanrious goods ond serviees in the
moat recant pariod hias been a changs in
the proportion of the consumer dollur
axpended for such items. Compered
with 1983, the consumer today i spend-
ing 7 cents more on services, and this
bz been offset by o dedine of 2 cents
on durable poods and 5 cents on non-
durables.

As is shown in the chart, this ahifi

CHANGING DISTRIBUTION OF
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from goods to services has hean guoite
pervasive; the overall vesnlt ja only o
o emall wctent the vesudt of diverse and
offsstting (rends,

Awong the nondurahbles, the portion
of the dolinr apent for food has shown
the largest decline in tha last 7 yezrs,
faliing by nearly 4 esnts. 1t must be
noted, however, that the Iargest share
still goes for food—almoss 21 cents.
Clothing and samidarobls housefurnish-
ipge also hove declined in relotive im-
potinonce—tha former by about 1 cent.
Inerenses in the shares spent for gasoline
and oil, and for drugs, cosmetics, and -
nondurnble toves ond gooes were nob
anough to offset the declines in the other
mora hesvily weighted types of non-
dursbles. After o shorp rise in the
enrly poatwar yenrs, the proportion
allotted to gasoline end oil has tended '
to level off—i.a., dollar expenditures for
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these products nre now moving in line
with toiol apending,

The overall durables pattern is some-
what clouded because of the part
pleyed by antormobiles, As is shown
jn the chart, the proportion of expend-
iturs poing to autos and parls has
shown considerabla voleiility nod very
lictie trend, though perheps slightly
downward, I the last 7 yemn, Furni-
ture aad houselold equipment outlaya
have hnd & downward drift, but this
has bean offset by an advancs in other
durables whick include such items as
jewelry, toys, and ophthalmic producta,
Thus, the share going to all duvables iz
currently slightly below the average in
the poetwar years.

Among the services, all of the mejor
groups exoept personsl sarvices and
treosportation show rising proportions.
Interczt payments sod medical care
have ahown lorger-thon-average growth.
QOwer the longer term, however, it mey
be noted that the copsumer in 1960
spent about the same proportion of his
consumption dellar on services ns he
spent in 1929 (=es chart). The ser-
vices proporiion ress in the early de-
pressivn years of the thirties, then
gonerally fel! untid the and of World
War 11, and has risen since.

Tha digtribution of the serviga dollar,
howgver, has changed significantly in
the three decades since 1920. Among
the more important chifta wsa tha

, declining relaiive ilmportance in rent
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peid by tenante, snd the increasing
proportion of impufed rent as home
ownership grew. In aggregnte, however,
howsing in cwureat dollars takes almoest
two canta less of the current consumar
dollar than it did in 1920, This reduc-
tion has beer offset by inereases of
one cent eachk for medical cars and
housshold operation {more partioulerly
Ior the encrmouvsly increased services
provided by gzng, electricity, and tels-
phone Encilitics).
Coods gnd services by funciion

A different and illeminsting per-
gpective of developrnents in cobsnmer
demaud iz obtained by eomparing
goods and mervices by funefion or
within related budget greups. It
should be borne in mind, howevar, that
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while tha following disoussion is com=
carned with ontegorics accounting for
o significant proportion of all consump-
tien expenditures, many Important
items in the conswner budgzet cannot
be 50 grouped,

The date indeed suggest that to o
large extent the recent differential
trends o goods  and serviess wre
nttribuiabls to those groups where sub-
situtability betwoen goods and services
is quite limited, Toeod oxpenditurcs
s one of thess, and as one would
oxpeat, it has risen only slightly more
i yeal forma than his population.
The logh pejority food cutlays prow
relatively slowly with condiliona of
adeguate supply, and these have a
large weight (in dollar terms aceounting
for over two-fifthe of goods expendi-
turse.} The stendy progress in such
purchasing i=m of imporiance in the
comprative advance in agpropate gaods
relniive fo serviess, In marked con-
ttnst nre the xopid inereases in sponding
for personnl Lusiness (which includes
sveh items ns iotovest on debt, life
insurnnce expenses, and banle service
charges), foreign travel, and private
educntion.

The chart gives certnin broad com-
pavisons of reloted goods nnd serviees,
grouped by budget funetion. Speeinl
note should be taken of the dual scales,
whiclh in ihe case of clothing end jew-
elvy, for axnmple, is 10 to 1 {or goods.
Within many of #lese categories—
wwanspovtalion, vecrcation, and cloth-
ing—iho goods componend bas beon
lising 1elatively frstor than services,

In tha case of recrontion, for exumple,
purchases of commodities such as
talovision sota, phonagraphs, records,
and toyz have shown stronp peatwar
growth both in dollars and in physical
volume, while ndmiesions to moftien

SURVEY OF CURRENT BUSINESS

pictures and spegiator spoits have
tapered off, holding down the service
component. The differential move-
ments within growps reflact in large pact,
the substitutabilicy of some goods and
S0MMIG 3CI'ViCes,

On a volume basis, clothing axpendi-
ture hns kept protiy well in line with
the growih of populniion though s
evident from the preceding chary it
Las gonstituted o continually declining
share of consumer outlays, On the
other hand, the much less important
category of suvices related to cloth-
ing—which meluda such cetegories as
shod repoir, and clesning and laundering:
of clothing—while rising in doliny terms
have actually declined in ronl berng,
Buch developments as the incrense in
home laundry equipmant, the spread of
fower cost selfservice clenning ond
laundering  cstablishments, ond im-
pioved fabric finishes which require
less professione] care, have oll hoen
material fastors in (his mointencnee
eategory.

The grester riss in the goods portion
of tramsportation expenditures, and
mora particnlarly automoliles uhd ports,
Lns boon & ynjor [nstor in the pleture
ghown in the top right grid, even
though thers has been some weakness
in new car sales ot iinles. The growing
stoclk of cars has provided a rendy
subzlitute for many forms of mass
transportation, and doelingz in pur-
ghased transporintion have been ehorp
in real lermis.  Airling Gravel hos, of
courge, beon & conspicucus exception.
Those serviess associzted with wuser-
apersted iransportation, snch as auto
ropeirs and auto insurance, sre respon-
gible for the recent growth in total
transportntion services.

The prowing inportancs of tha eom-
poct cars in the aute morkaeb iz begin-
ning to have its impoct on the distri-

Table 3, —Changes in Persona] Cossxmption Expenditures, 193060
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bution of trangportotion costs. As tha
penetration of compact soles g
mounied, the average price pald for
new cars has fallen {or the fast time
gince the mid-fifties and is having zn
effact upon tofal auto wxpenditures,
Moreover, the fustest growing compp.

nent of iotnl comswper apending for

wser-opernted trabsportalion in  the
postwor period hns not heen nutrumuhlh
sales, but rather their operntion and
maintonanes, The recent tendency of
buysrs not only to veer fowsid the
sconomy cais, bub eonourrently for
somne purchasars to exhibit o preference
for the more lusurious, dressed-up
models suggeat that the purchese of o
car is considercd as a Heocble invest-
ment in transpoctation. The initin]
couh of o oar ia only o part of the total
wansportation bill. The compact car
buyer hopes to make savings, mos
merely on the purchase pries, but on
expacted reductions in gnsoline, de-
precintion, rapairs, taxes, and insurnnee
coets. Teo the extent to which these ex-
poctotions arve realized and consumer
acceptonce of tha smaller cara grows,
the proportions nllocated to outos,
gazoline apd oil, and transportation
services will of conrse be affecied.
Housing and househald operations
take large share

The chart also shows proups which
are more cheracterisiio of tha overall
trend. Services related to bLouwsing
and bousehald operation, which acocount
for almoat ope-lall of toia) outiays
for zarvices, have far outstripped hoose-
bold goods in pestwar growth, Part
af the reason for the morked differential
in the rate of growth of thess services
and goods stens from the way in which
the items nre clessified. TFirst, and
importantly, over 18 million new urnits
have been added to the Lhousing supply
over the period shown in the chart.
The purchase of a residence is con-
sidared as an investment and not in-
cluded with the purchase of consumey
dureble goods. The value of rent
imputed to owner-eccupied housing is
clnssified as o serviee nlong with the
rents actually padd. Since this i not
only a large itare, but growing rapidly—
owner-occupied homes have increased
frem akout 50 percent to 80 percent of
the incrensed stock of bousing in the

]
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postwar period—a Tigorous upward
push is given to whet is classified as
services,

The other purchases in this service
group include sponding for such itams
ns gna and eloetrieity, which haveshown
rapid growth in the postwar peried,
mainly through the large incrense in
volume, Prices of olectricity have
declined over the period when mensurerd
in terms of avernge cost par kilowabi-
bouwr consumed. Tha rise in the pur-
obese of slecizic power can thus ba
shiributed completely to incressed
voluma, As the number of household
applianees run by eleciricity bas in.
creneed, and electric power hos been
substituted for othsr forms of energy,
the number of residentinl customors
has risen nbout two-thinds over the
postwar pericd  whila  residentinl
sloctric power consumption haz wizen
over fourfold.

Outlays for gas have also incressed
gharply over tha postwar pariod ns the
instollation of lorge interstate gas
pipelinea has brovght natural gas into
most metropoliten meriiots, This de-
velopiment and that in aleetvienl use
hove both tended fo lower consmmer
expenditires for coal and iea which
registered volmne declines over the
postwar period—an  instance whera
“services' lave Dboon suhatitated for
gnods,

Botl goods and services in this group
are relited to the mumber of house-
holds, but both have expanded more
rapidly in volume. However, this
sbould ot be oo surpiising since ex-
penditures for housing and housshold
equipment do not consist merely of
firsl-time purclanses by new Lousc-
holds; they also include replacement
purcheses by exating [amilly groups
and quality increases in both housing
and its equipment.

Beplocoment aad obsolescence cur-
rently play major roles in ¢he casze of
such elder types of spplichnces ne
refrigevators and stoves—gocovnting
for the bulk of their yenrly solea, For
instanee, while the nunber of nonfarm
dwellings increased sbout 12 milion
fince the eardy 1950%, the mumber of
reivjgarntors sold in the same peried
was over 45 million, In addition, re-
Placement demand expanda with the
grewth in consumer stocks. Sincs the
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average lile of o house execeds that of
the “aceeptable life™ of most home
products, thiz factor would net con-
tribute a2 mueh of an upward push to
housing sorvices.

Another reason why this group of
oxponditures hag been rising faster than
the number of houschelds has been tha
introduction of pew produste and
ehanping petierns of househald lifa.
The inilinl spud in buying of items
such ae home freszers pud clothes driers
as they firat appear on the market hos
tended to give n boost to totnl goods
buying. As the market for these prod-
ueie maturss, however, the maintananes
and repair costs graduslly swing tha
halenes toward sorvice outlays.

Chunlity improvemonts are also par-
tiolly responsible for the rize in houose-
hald goods nnd sorvices. But Lere asin
many other instances the prowth of

15

“renl” family ineome is important. In
the ense of housing thie quality [aetor is
especially important, sinca consumers
have been ohle to buy higher guality
regidences 0o real disposable povgonal
income has ingrensad. The average
price for kitchen applisnces over this
perind has  deelined, so that doliar
spending for thesa items hes grown
relatively lesa than ths voluma of
purchinaes, :

Quelily improvements, rising jn-
comes, and the eprend of hospitalization:
and medieal insmance are among the
factors hehind the rise in medical cars
expenditures, with the inerensing use of
the newer mora expensive but highly
effeciive drags. The groat sprosd of
hospitalization insnrence hy employers
ia inereasing; this and the sprend of
muodienl and hospitelization plane have
hezn instrumontnl in providing o largs

EXPENDITURES FOR SELECTED GOODS AND SERVICES, BY FUNCTION
Groewth Rates in Goeds Purchosing Are Frequently

Higher Than in Related Services
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proporiion of the pepulnsion with medi-
col care and hospitnlizntion on & parily
prepaid basis. The larger bnse, move
adequade care, end increasing costs have
all tended o substantially increase
outlays lor medical care and creatoed
demand for constantly expanding
Encili ties,

The upward movement io the volunia
of private cducntion expendituies in the
postwnr period i due primarily to the
larper proportion af youug people ¢n-
relled in college—{ron 15 percané of

SURVEY OF CURRENT BUSINESS

the 18-24 year group in 1947 to 21
parcent in 1960. The number of per-
sans in this age bracket is just gatting
hack to the 1947 level, having declined
through 1942 and risen steadily since.
The recent rise in ths collage nge group
has accelorated the growth o ocutlays
for privaie education. The rise In our-
rent dellors has been much sharper as
twition costs lLave advanced substan-
tially. The steadily xising contribn-
tiona by Government units to edusation
is, of course, not included here,

Table 3. =Conmumption Expenditaves THatribution by Major Gronps
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Growth in personal buainess outlays
The category of consumer expsndi-
tures Inbeled peraonal business includss
outlnys for many houzehold financial
transactions such as intereat paywmecnts
on consumer debt, brokerage and bank
charges, life inswrance, legal expenses
and others. The inoreassd share of
such outlays in teial consumer spending
is aftributable in levge part to the
growth of interest charges oa consumer
debt. Suck peyments have shown a
threefold 1ise over the postwar period
and have been one of the fastest grow-
ing components of consumer spending.
This large increaas is, of coutse, nep-
cintod with the growth in borrowing
relative to purchoses. In 1848 cop-
gwiner borrowing on durnhle goods rep-
resenied almost one-hslf of consumer
sxpeaditures for such goods; in 1960
such borrowing accounted for almost
thrao-Fourtha, Ower this pariod there
was nlso on ineresse in the average tezim
of oonsumer installment loane which
furthor affeoted intorost chargos.

The growing personal use of banlking
facilities and heightened public partici-
petion in the fihancinl markets wers also
responsible for pome of ths increnge in
personal business cutiays, The steadily
rising volume of life insurance pro-
grams, many sponsored under laber-
management contracés, has further
eontributed to this growth.

Siate and local exponsion to continue

Purchnses of goods and services by
State and local governments would, ona
continuation of recent trends, exceed
$63 billion in the present fisenl year.
Increases in purchnses by thesa govarns
menial unita hove been steady nod heve
pveriged more thon $3% billion over
the fast § fiscal yenra. Payrolls ae-
counted for the largest share of this
advanece, reflecting both higher woge

Expansion of Government Programs
{Continued from z. 10)

raies and the incressing work force.

New construction outleys for high-
ways, schools, and sonitery focilities,
and other purchuses from husiness—
agquipment, supplies, and pervices—hava
eleo shown a persistent upirend. In
eddition, steady rises have been regis-
tered in the other expenditures of these
units, mainly trapsfer pnyments and
interest.

A substantial inerease in State aad

locsl tax brees will materialize if the
egonoiie nesumptions underlying the
Fodernl Budget estimates wre mal.
State nod local revenues will ries in
ndditicn because of incrensed tox rates
and the upturn in Federal grantz-in-aid.

With total spending of State and locsl
governments continuing in sxcess of
total receipts, s deficit on income and
product eccount of wbout the anma size
13 the 1061 fizesl vesr deficit is expected.




